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United States of Anmerica DEPARTNMENT
DEPARTMENT OF COMVVERCE ADM NI STRATI VE ORDER213- 3
DEPARTNVENT DATE OF | SSUANCE EFFECTI VE DATE
ADM NI STRATI VE Decenber 14, 1989 | Decenber 8, 1989
ORDER SERI ES

SUBJECT

| NSPECTOR GENERAL AUDI Tl NG

SECTI ON 1. PURPGCSE.

.01 This order describes the audit authority of the Inspector
Ceneral and prescribes policies and procedures for carrying out and
reporting on audits conducted by the office of Inspector General and
regul ating other matters related to audits.

.02 This revision reflects the recent reorganization within the G
and makes several other technical changes.

SECTI ON 2. AUTHORITY.

.01 The Inspector General (1G has the authority to conduct and
supervi se audits of the prograns and operations of the Departnment of
Commerce as provided in the Inspector General Act of 1978, as anended
(5 US.CA App. 3), and as inplenmented in Departnment Organization
Orders 10-13 and 23-1. Al audit activities within the Departnent are
within the responsibility of the 1Gand will be carried out by or
under the direction of the Ofice of Audits (QA), Ofice of Inspector
CGeneral (O G, headed by the Assistant |nspector General for Auditing
(A& .

.02 The IGis authorized, by law, to have access to all records
reports, audits, reviews, docunments papers, reconmendations and ot her
materi al available to the Departnment which relate to Departnental
prograns and operations.

SECTION 3. RESPONSIBILITIES OF THE O G

.01 Internal Audits. The OA, to the extent resources are avail abl e,
shall performinternal audits and report on all operating units,
prograns, activities and functions of the Departnment. Wiile it is
recogni zed that certain activities and prograns are of greater
significance than others and should be audited nore frequently, itis
general ly the goal of the Department that all operating units,
prograns, activities and functions be audited once during each five
year period. Internal audits provide an objective basis to determ ne
and report on whether:
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a. financial operations are properly conducted and financial reports are
presented fairly;

b. policies, plans, systens, and procedures are adequate, conformto
appl i cable I aws and regul ati ons, and are being applied wth;

C. resources are fully accounted for, adequately safeguarded, and managed
and used in an econonical and efficient nmanner; and

d. program operations are effective and desired results and objectives are
bei ng achi eved.

.02 External Audits. The OA, to the extent resources are available, shall
performexternal audits of documentation in support of clains, costs, cost
proposal s, and cost and pricing data arising fromcontracts, grants,
cooperative agreenents, |oans, and other financial agreements entered into or
proposed by all offices or operating units of the Department; report the
results of such audits in a timely manner to appropriate nmanagenent
officials; and assure that tinely and appropriate action is taken to

i npl ement the findings and recomendations in audit reports in order to
adequately protect the best interest of the Department. Such audits shall be
carried out by the QA or, on a reinbursable or other basis, by other Federa
agencies, State and | ocal Government audit organizations, or independent
public accountants (see paragraph 3.06 of this Oder) under arrangenents made
by the OA

.03 O her Functions. 1In order to prevent and m nim ze opportunities

for fraud, waste and abuse, the O G shall conduct vul nerability assessments,
of Department prograns and operations, review and make recomrendati ons on
exi sting and proposed | egislation and regul ati ons, and provi de services to
assi st Departnental managenent to devel op and i npl enent new prograns,
managenent systens, and procedures for adequate internal controls.

.04 Audits Perforned by O hers. The QA shall rely on audits of Commrerce
funded organi zations, prograns, activities and functions performed by State
and | ocal Government audit organizations or independent public accountants,
under provisions of applicable office of Managenment and Budget (QOVB)
Circulars, to the fullest extent practicable, provided

a. the audit reports and working papers are available for review by the QA

b. the audits are performed in accordance with generally accepted auditing
standards (including the audit standards issued by the Conptroller General of
the United States and OVB); and

c. the audits otherwi se neet the requirenents of the O G Department of
Commrer ce.

.05 Audit Standards. The OA shall

a. conply with standards established by the Conptroller General for audits of
Federal establishnments, organizations, progranms, activities, and functions;
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b. establish guidelines for determning when it is appropriate to use non
Federal auditors; and

C. take appropriate steps to assure that any work perforned by non Feder al
auditors conplies with the standards established by the Conptroller Genera
and OVB

.06 [IPAs. |Independent public accountants (| PAs) engaged to perform
financial and conpliance audits of Conmerce financed organi zati ons nust be
either Certified Public Accountants (CPAs) or public accountants |icensed on
or before Decenber 31, 1970, by State regulatory authorities.

SECTI ON 4. RESPONSI Bl LI TI ES OF DEPARTMENT OFFI CI ALS AND EMPLOYEES.

.01 Ceneral. Secretarial officers and the heads of operating units are
responsi bl e for assuring conpliance with Departnental policies; establishing
and executing plans and procedures for preventing fraud, waste and abuse in
their prograns and operations; extending full cooperation to the QA in

i npl ementing an effective audit program and objectively review ng and

eval uating audit findings and recommendati ons. Although the Secretaria

of ficers and heads of operating units do not have to accept all audit
recommendati ons, in accordance with Section 9. of this Order, and DAO 2135,
they nust take tinely action on all accepted recommendati ons and provide
justification for rejection of recommendati ons.

.02 Audit Liaison.

a. Each Secretarial officer or the head of each operating unit shal

appoi nt a senior official as audit liaison who will be the primary contact
between O G and the Departnental office or operating unit at the

headquarters |l evel for the conduct of audits. Were practicable, the sanme
person should be the audit liaison for all audit matters, including the
handl i ng of General Accounting Ofice (GAO reports and the resolution of AG
and GAO audit recommendations. The audit liaison also will keep the OG

i nformed of changes within the Departmental office or the operatingunit that
af fect audit planning; e.g., changes in organization, |egislation, program
enphasi s, and fundi ng.

b. Wthin thirty days after the effective date of this Order, each
Secretarial officer or operating unit head shall notify the O G Ofice of

I nspecti ons and Resource Managenment (O RM), of the nane and tel ephone nunber
of the person designated as audit liaison. Qperating unit officials my
formally designate |ower level liaison officers to serve as contacts with OA
regional offices. The ORM should be notified of any such desi gnati ons.

.03 Requests for Assistance. Departnent officials shall direct requests for
audits or other audit assistance as set forth in paragraphs 5.02 and 6.01 of
this Order. Departnent officials may at any tine direct to the persona
attention of the IG any audit matter which is deened urgent or unusually
sensitive, or which involves security issues.
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.04 Cooperation with the OG It is Departnment of Commerce policy that al
enpl oyees fully cooperate with the OA so that audits may be conducted and
brought to a pronpt and appropriate conclusion. Departnment officials shal
make every effort to assist the OA in achieving the objective of effective
audits when requested to do so. Major areas where Departnent officials can be
of assistance are:

a. Detailing specialists or technicians to audit teans either for entire
audits or for particular audit segments, when their expertise is requested by
the AlGA; and

b. Providing special briefings when requested by the 1G or Al GA

.05 Access to Records. Consistent with all current |laws and regul ations
protecting the confidentiality of individually identifiable information, each
Departnental office or operating unit and each enpl oyee shall furnish QA
upon request, access to and copies of all records, reports, audits, reviews,
docunents, papers, recommendations, or other materials available to it.

In conformty with | aw, Departnent officials shall also provide the necessary
aut hori zations for QA access to conputer and other data or records when such
are kept by anot her governnent agency or by any outside contractor, grantee
or other recipient of Departnmental assistance.

.06 No Reprisals. No enployee or official who has authority to take, direct
others to take, recommend or approve any personnel action, shall direct any
enpl oyee to refrain from making a conplaint or reporting information

Further, no enployee or official shall take or threaten totake any action
agai nst any enployee as a reprisal for nmaking a conplaint or disclosing
information to the O G or for evidencing an intention to nmake or disclose
unl ess the conplaint was nade or the information disclosed with the know edge
that it was false or with willful disregard for its truth or falsity

SECTI ON 5. PROCEDURES FOR | NTERNAL AUDI TS

.01 Annual Audit Plan. After appropriate consultation with Secretaria

O ficers and the heads of operating units, the I1G shall issue an annual audit
pl an showi ng internal audits planned for the fiscal year. Priorities wll

be established to ensure that the order and extent of audit service is in
keeping with the determ ned significance and sensitivity of the activity

or function to be audited. Secretarial officers and heads of operating units
wi |l be furnished copies of the annual audit plan applicable to their
respective responsibilities. Such plans may be changed fromtine to tinme by

t he I nspector GCeneral

.02 Oher Requests for Audit Assistance. Departnent officials may request
audit services as needs arrive. Routine requests shall be directed to the
Al GA and will be acknow edged wi thin one week of receipt. To the extent
audit resources and priorities permt, QA wll performsuch audits.

.03 Audit Notification. OA will give advance notification of an audit
generally by listing the audit in the annual audit plan or by separate
written comunication. Witten comunication will be provided for all survey
and audit review work expected to require ten (10) or nore staff days of
audit effort, or when a report to the Departnental office or operating unit
under review is planned.
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.04 Entrance Conference. Before an audit starts, QA will arrange to discuss
with officials responsible for the organization or function to be audited

t he purpose, expected scope of the review, anticipated ending date, and ot her
pertinent matters. Departnent officials should take advantage of this
opportunity to assure that they have a cl ear understanding of the audit

obj ectives The auditee shall informthe QA representative of areas or
activities needing special audit attention and any ot her pertinent
information that would assist in planning the audit.

.05 Audit Performance.

a. At the beginning of an audit, OA may perform an audit survey of the
program entity or function to be audited. The audit survey is a systematic
exam nati on and anal ysis of the organization, methods, and controls governing
operations of the audited entity. Principal objectives of the

survey are to:

1. ascertai n agency problens and concerns,
2. identify areas where the need for detailed audit is indicated, and
3. obt ai n maxi mum cost/ benefit by pinpointing major itens and droppi ng

mnor matters. It is inportant that Departnment enpl oyees, cooperate fully
with the auditors in achieving these objectives in order for audits to be

of maxi mum benefit to agencies and to obtain the nost effective use of audit
resour ces.

b. At the conpletion of survey work, any potential findings that have been
identified in the survey shall be discussed with officials of the

organi zation to determ ne whether, w thout additional survey work or an
audit, agreenment can be reached between the QA and the office or operating
unit as to existence of the findings and the support for them |If agreemnent

is reached, a report will be furnished in accordance w th paragraph 5.07 of
this O der.
C. QA may issue a prelimnary report before conmpleting the full audit when

significant findings require i med ate managenment action to curtail or
prevent fraud, waste or abuse.

d. During an audit, the auditor shall hold periodic informal neetings with
officials of the organization being audited to discuss progress of the audit
and matters being devel oped. During these discussions, the auditee shal
express views on the audit results and disclose any facts not previously
known to the auditors that could alter concl usions.

.06 Exit Conferences.

a. Upon completion of the audit, the OA representative will hold an exit
conference to discuss the results of audits and the proposed reconmendati ons
with the head of the Departnental office or operating unit auditedand/or

ot her appropriate officials, except for specific itens, which pursuant to
applicable audit or investigations policy, may not be discl osed.
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b. In order to make these di scussions effective, the appropriate Secretari al
of ficer or head of the operating unit shall encourage affected officials and
personnel to openly and candidly discuss with OA representatives

1. audit findings that fall within such officials' areas of responsibility,
and

2. those recommendati ons upon which such officials have the authority to
act .

c. Open and candid discussions of audit results help assure that audit
reports are factual and that the auditors' concl usions and reconmrendati ons
are sound and reasonabl e.

.07 I ssuance of Audit Report.

a. After the exit conference, a draft report shall be furnished as
expeditiously as possible to the Departnment officials who have responsibility
for taking action on the reported nmatters. Departnent officials shall submt
witten comments that are objective, and pertinent to the matters di scussed
in the draft report, and as brief as possible to the AIGA within a maxi mum of
30 cal endar days after transmittal of the draft report. A final report may

be issued in lieu of a draft report, when mutually agreed to by the audit
staff and auditee.

b. The auditee's reactions to the audit findings and recomendati ons are
an inportant part of the audit. The auditee will, therefore, respond to the
report and specifically:

1. state concurrence or reasons for nonconcurrence with, and make ot her
pertinent comments about, the findings, and

2. briefly indicate the action taken or proposed to be taken.

C. In the final report, O G shall include conmrents received from Depart nent
of ficials including opposing views and statenents of actions that have been
taken or are proposed. OA may, as appropriate, include a rebuttal in the
final report. Copies of final reports will be sent to those Departnenta

of fices concerned with the activity audited and to GAO

SECTI ON 6. PROCEDURES FOR EXTERNAL AFFAI RS.

.01 Annual Audit Wrkload and Priorities. Each year, the 1G shall plan for
t he conduct of audits of Departnment contracts, grants, cooperative
agreenents, |oans and other financial agreements. Contracting officers, grant
adm ni strators, and other designated officials my, fromtinme to tinme during
each fiscal year, request special audits of contracts, agreenents, cost
proposals, or cost and pricing data, in addition to schedul ed audits. Such
requests may be directed to the Director, Financial Mnagenent Division and

wi |l be acknow edged within one week of receipt. QA shall determne
depending on the priority of the matter and the availability of resources,
i ncluding funds, the extent to which such special audits will be nade and the

timng thereof.
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.02 Audits Performed by the QA The foll owi ng procedures shall apply to
external audits perforned by the QA

a. The QA staff shall notify the contractor, grantee, borrower or

other recipient to be audited (i.e., the auditee) of the intended starting
date for the audit and other arrangenents necessary to expedite the audit.
The appropriate contracting officer, grant adm nistrator or other designated
official also shall be notified of the intended audit and the estimted
conmpl etion date

b. At the beginning of each audit, the auditor shall hold an entrance
conference to discuss with the auditee the purpose, expected scope of
the review, anticipated ending date, and other pertinent matters.

C. During the course of an audit, a discussion of the findings will be
conducted with the auditee to the fullest extent feasible. At the concl usion
of each audit, and except where deened i nappropriate, the auditorin-

charge shall hold an exit conference with the auditee to di scuss and obtain
concurrence in findings and possibl e disallowances and to obtain a clear
statenent of the position taken by the auditee on the findings and possible
di sal | owances.

d. The final QA reports shall be addressed to the responsible contracting
of ficer, grant adm nistrator, or other designated official

.03 Audits Performed by Others. The foll owi ng procedures shall apply to
external audits perforned by other Federal agencies, State and |oca
Governnent audit organi zations, or independent public accountants:

a. The Al GA shall prescribe the scope of such audits, including applicable
audit prograns/gui des and other Departnent criteria; nmaintain liaison with

t he organi zations perform ng the audits; and determ ne the basis of

rei mbursenents, under Departmental contracts or other arrangenents for the
costs of audits.

b. Arrangenents with the auditee as to date of audit, availability of
records, and space accommodations will be handl ed by the organi zation
conducting the audit.

C. Reports on the results of audits performed under the Single Audit Act
(31 U S.CA "7501-7507) will be sent to the Regional I|Inspector General for
Audits, Atlanta Regia-ial Ofice, Atlanta, GA who will, after appropriate

review and ccnment, transnit the report to the responsible contracting

of ficer, grant adm nistrator, or other designated Federal official. Oher
audit reports should be sent to the Director, Financial Mnagenent
Division, office of Audits, Washington, D.C. 20230.

SECTI ON 7. REFERRAL OF FRAUD OR OTHER CRI M NAL ACTIVITY

I ndi cations of fraud or other crimnal activity discovered during the conduct
of an audit shall be referred to the Assistant Inspector General for
Investigations (Ald). Audit reports will not be issued until matters under

i nvestigation either have been resolved or issuance of the report is cleared
by the 1G Wen the audit is being perforned at the request of a contracting
of ficer, grant adm nistrator, or other designated Conmerce official, the OA
staff wll
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notify the requestor that the matter has been referred to the AIG, unless
the G or the AIG@ determ nes that such notification would interfere with an
i nvestigation or prosecution.

SECTI ON 8. HANDLI NG OF AUDI T REPORTS AND AUDI T | NFORMATI ON

.01 Dissenindation of Audit Reports. Audit reports will be submtted to
Departnent officials who have the responsibility for taking action on the
reported matters. Copies of the reports may be furnished to other Departnent
officials who have a need for the reports in their work. External reports
involving matters other than the review of contracts, |oans, or |oan
guarantees will be provided to the auditee or his/her representative except
as provided in Section 7. above or in the fraud, abuse or illegal acts
revisions set forth by the GAD in its standards for governnment auditing.

.02 Security of Audit Reports.

a. Audit reports may be marked "For O ficial Use Only", where deened
necessary by O G As such, they becone subject to applicable Departnenta
security regul ati ons concerning administratively controlled materials, as
prescri bed under DAO 207-2.

b. The availability of any audit report in response to a Freedom of
Informati on Act or Privacy Act request will be determ ned by the Counsel to
the I nspector Ceneral initially, regardl ess of |ead agency responsibility for
answering the request. Al requests for copies of audit reports shall be
referred to the Al GA pronptly upon receipt by the Departnmental office or
operating unit, in accordance with applicabl e Departnent procedures.

.03 Inguiries Concerning Audit Wrk. Inquiries to a Departnental office or
operating unit concerning internal audit work which is contenplated or in
progress shall be referred to the AlGA. Inquiries concerning external audit
wor k that has been planned or is in progress shall be referred either to the
Al GA or to the appropriate OA Regional Inspector General. The Al GA and the
appropri ate Regional |Inspector General are authorized to respond to such

inquiries. Generally, responses will be limted to an appropriate statenent
regarding the status of the audit (i.e., the audit is planned, the audit is
in progress, and/or the report will be issued on or about a specific date),

except where to do so would interfere with an investigation or prosecution

SECTI ON 9 CORRECTI VE ACTI ON ON AUDI T REPORTS

.01 Followup on Reports. The QA is responsible for follow ngup on al
open audit reconmendations contained in OA reports, |IPA reports or other
audit agency reports as they relate to the Departnent or entities funded by
t he Departnent.

.02 Audit Resolution Responsibilities. Secretarial officers, heads of
operating units, contracting officers, grant adm nistrators, and other
designated officials are required by CMB G rcular A50 to:

a. make final witten determ nations of the action to be taken on audit
report reconmendations,
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b. initiate action to assure that such determi nations are carried out,
C. assure that final resolution proceeds as rapidly as possible, and
d. assure that resolution actions are consistent with | aw and regul ati ons,

including witten justification or |egal basis for rejecting any
reconmendat i ons and deci sions not to seek recovery of ampunts due

as a result of audit reports. The designated audit |iaison (see paragraph
4.02 of this Order and DAO 213-5) shall be the point of contact within the
organi zati on on matters concerning unresol ved audit reconmendati ons and costs
guest i oned.

.03 Audit Resolution Procedures. Det ai |l ed procedures for resolving audit
reconmendat i ons and costs questioned are contai ned in DAO 2135, including
requi rements for assuring that final witten determ nations are nade wthin
a maxi mum of six nonths fromissuance of the report, and formally resol ved
as rapidly as possible, as mandated by applicable OB Circul ars.

SECTI ON 10. EFFECT ON OTHER ORDERS

This Order supersedes Departnent Admi nistrative Order 2133, dated July 20,
1983, as anended and supplenents the information in DAO 2135.

si gnhed by

| nspect or Genera

approved by

Secretary of Comrerce

Ofice of Primary Interest
O fice of Inspector Genera
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